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Financial Highlights 


1997 1996 
End of December End of December  % Change 
Financial = 
Revenue before Royalties $ 3,938,848 S507, 018 161% 
Funds Flow from Operations $= 1170 348 $ 290,512 308% 
Per Share (Basic) $ Oo $ 0.09 DOI, 
Net Earnings $ 279,579 $ 120,867 131% 
Per Share (Basic) $ 0.03 $ 0.04 =25 6 
Capital Expenditures $ 12,288,504 $4 35341 182% 
Long Term Debt $= (4 237266) $ = 
Shareholders Equity $ 8,616,638 4518411 91% 
Common Shares Issued and Outstanding 11,761,986 10,223, 300 15% 
Weighted Average Shares Outstanding — 10,494,575 3,343,447 214% 
Operations 
Crude Oil Production (BOPD) : 392 142 176% 
Price ($/BBL) $ 21,06 $ DS SO) =18% 
Natural Gas (Mcf/d] : |, 440 853 69% 
Price ($/Mcf) $ S22 04- $ 1.86 10% 
Average Production (BOEPD) 536 DD 36% 
Average Production (BOEPD) including Badger/Montag Acquisition 59] OQ 60% 
Exit Production (BOEPD) 15250 400 ZAS75 
Proven Reserves (MBOE) 2,820 1,027 75h 
Proven and Risked Probable Reserves (MBOE) : 3,678 1,092 DG 
Present Value of Reserves (@ 10% Disc} $ 26,084,000 $ 7,841,000 DIE 
Present Value of Reserves (@ 15% Disc} $ 21,109,000 $7, 151000 95% 
Finding and Onstream Costs Per BOE (proven reserves) $ 6.18 $ 4.24 46% 
Finding and Onstream Costs Per BOE (proven + probable reserves) $ 4 AQ $ 3.99 WN 
Exploration and Development 
Wells Drilled - Gross 2720) 20 000% 
Wells Drilled - Net 20.8 PEO 940% 
Success Rate 100% 100% 
Producing Land - Gross (hectares) 25,640 21,400 20% 
Producing land - Net EL 3,829 122% 
Undeveloped Land - Gross (hectares) 11,072 5,760 92% 
Undeveloped land - Net 9712 5,360 81% 


In Conversation with the President 


The Board of Directors and Management team of Wolverine Energy Corp are proud to present our 1997 annual 
report. The past year has been one of continuing growth for the Company, and has seen Wolverine Energy come 
of age in many respects. The following question and answer session with President & C.E.O., Wayne Dowhaniuk 
recapped the past year and provides an outlook for the coming twelve months. 


On reflecting back upon 1997, could you please summarize the past year for Wolverine Energy Corp. 
and some of the key accomplishments? Bey 


"When | look back and consider that the Company is just two years old, | am very proud of our young organiza- 
tion and the accomplishments that we achieved this year. We had several key successes that did not come without 
some disappointment. From a corporate perspective, we really matured and came together as an organization. 
We went from being just an operating company in 1996 to being an operating, drilling and exploration company 
in 1997. 


lam, of course very happy with the fact that we continued to show very strong growth in our production and cash 
flow in 1997. We experienced a significant decrease in our overall crude oil price for the year and yet we still 
managed to deliver marked increases in our overall performance. We did experience delays in bringing on pro- 


duction throughout the year and were very disappointed with the results of the horizontal drilling project at Alliance. 


A key success for the Company this year was our entrance into the full cycle exploration business as we began inven- 
torying land and seismic data. More specifically, Wolverine Energy was able to successfully complete one full cycle 
exploration project in the Killam area. Within eight months, the Company had acquired the land, interpreted the 


seismic data and drilled five successful wells on the prospect. This 100% working interest project led to a signiti- 
V, Wayne Dowhaniuk cant natural gas discovery for the area and an oil discovery that is located primarily on Wolverine lands. We still 
President & have considerable development and reservoir optimization work to do on the Killam oil project, but it was very 


BUN GO or gratifying for all us fo see this type of success. 


Certainly we were all very pleased to see the testing of our 100% owned West Ghost River project and prove that 


our theories were correct and that there are commercial natural gas reserves located in the project area.” 
Could you please comment on the targets that you set for the Company in 19978 


“First let me say that the targets we set for ourselves were very ambitious and were stretch targets. Notwithstanding, 
we did miss our year end exit production target of 1500 BOEPD by about 15-20%. As a result of that and declining 


oil prices, cash flow was also down significantly from earlier expectations. 


I's a real tough situation because you want to set targets high enough so that the organization has to stretch to get 
there, but at the same time missing targets is very disappointing for our shareholders. Having said that, we were 
certainly optimistic in the timing aspects of our business plan and we did not anticipate that we would have any 
major disappointments like the horizontal drilling project at Alliance. It was our clear expectation that the majority 
of our capital projects were low risk in nature and that our success rate would be extremely high. VVhat we didn't 


anticipate were the technical problems that were beyond our control. 


Going forward into 1998, | will still expect our organization to stretch and deliver premium results. VVe will how- 


ever temper our expectations slightly based on our performance over the past twelve months.” 
Now that 1997 is in the books, what are your expectations for 1998 for Wolverine Energy Corp.® 


"| expect 1998 to be another year of strong growth for the Company with our initial focus on the drilling of the 
horizontal re-entry at West Ghost River. The West Ghost River project in the foothills is a project that we are eagerly 


anticipating. 


With the acquisition of the Badger property in southern Alberta, Wolverine Energy now has a new core area with 
which we can diversify our portfolio. This new area allows us to spread the risk and add additional natural gas 
production to balance our portfolio of assets. By adding a new area, the success or failure of one well, or one field, 


is not as critical to the Company's overall performance. 


With respect to the strategy of the Company, we are continuing to position ourselves for the future to take full advan- 
tage of the expected increase in natural gas takeaway capacity. Wolverine will concentrate primarily on natural 
gas acquisitions and exploration, however we will continue to develop our crude oil assets in Central Alberta. 


We have assembled a team of highly skilled individuals that gives the Company one of its strongest assets — our 
people. | feel very confident that this organization can meet any challenge that is presented to them and that they 
will be able to deliver the performance we all expect. Our objective this year at Wolverine Energy is to provide 


steady and stable growth for our shareholders while maintaining the right balance of risk and reward. 


| want fo thank our dedicated team of employees for their hard work and outstanding contributions in 1997, and to 


our many shareholders for their continued support." 


On behalf of the Board of Directors, Mee MWh.) 
V. 


Wayne Dowhaniuk 
President & Chief Executive Officer 


Review of Operations 


In 1997, Wolverine Energy continued growing through acquisitions and development drilling and enjoyed sub- 
stantial success throughout the year. In only the second full year of operations, the Company achieved several key 


accomplishments: 
¢ Record cash flow of $1,170,348 in 1997 as a result of record production levels. 


© Over the first two years the Company has continued to provide competitive finding and onstream costs of $5.52 
per BOE of proven reserves and $4.30 per BOE for proven and probable reserves. 


¢ The completion of the Company's first full-cycle exploration effort at Killam as the Company drilled two new pool 


discoveries that resulted in a natural gas discovery and a light oil discovery. 


Wolverine Energy is a very focused Company with significantly all of its production coming from two core areas. 
BEATION RIVER The Alliance/Halkirk area in Central Alberta provides the Company with low risk low cost production and reserves, 
CECIL LAKE and is complimented by the Ghost River area in the foothills west of Calgary. The Ghost River area adds long term 
natural gas reserves and a stable production base. Wolverine Energy was very active in both areas in 1997. 


ALBERTA 


Drilling Activity 


Wolverine Energy drilled a total of 22 wells (20.8 net) in 1997 resulting in 17 producing wells (15.8 net) all in the 
Alliance, Halkirk and Killam areas in Central Alberta. Included in the Company's activity in 1997 was the com- 
pletion and testing of the 2-32-26-8 VWWSM well at West Ghost River which resulted in commercial natural gas 


reserves being established in that area. 


DRILLING Producing Producing Non-Producing NonProducing Total 1997 Total 1997 
ACTIVITY Gross Net Gross Net Gross Net 
Oil 16.0 14.8 50 SHO) 21.0 19.8 
Gas ike 1.0 = = 1.0 1.0 
Dry & Abandoned = = = = - = 
Total 17.0 I S38 510 SO 2220 20.8 


In addition to drilling, Wolverine Energy also recompleted two (1.7 net) existing wellbores resulting in two (1.7 net) 


gas wells. 


Production 


The growth in Wolverine Energy's production comes primarily from its operations in Central Alberta. The following 
table summarizes the 1997 annualized production by area: 


PRODUCTION Oil Natural Gas Total 1997 
BY AREA (BOPD) (Mct/d} (BOEPD) 
Alliance/Halkirk/Killam 367 560 423 
Ghost River = 880 88 
Other Properties DS = DS) 

392 |, 440 SIO) 
Badger/Montag-Royce 24 310 56 

A416 I, 750 591 


Central Alberta 
Alliance 


During 1997, Wolverine Energy concentrated its efforts on the Alliance field (100% working interest). The Company 
drilled four horizontal re-entries early in the year and followed these with an additional four vertical wells. The four 
vertical wells proved to be very successful in finding oil reserves that had not yet been captured, primarily along the 
leading edge of the reservoir. The Company expects to follow up these wells with additional locations in 1998. 
Wolverine Energy experienced a multitude of difficulties while drilling the horizontal re-entries. A combination of 
directional drilling problems and drilling mud invasion resulted in these wells not meeting the Company's expeciations. 
These wells have been evaluated to understand the technical difficulties that were encountered and this information 


is currently being used to evaluate if further horizontal drilling is warranted in the Alliance area. 


The company completed the acquisition of a 100% working interest battery and production at South Alliance. This 
operation not only adds to Wolverine’s operated infrastructure in the area, but also provides an opportunity to 


continue developing the South Alliance field. 


Halkirk 


At Halkirk (75% working interest), the Company drilled five infill development wells during the year that added 


production and continued the development of the proven reserve base. Wolverine Energy also encountered similar 


drilling mud invasion problems with these wells, however production from these wells has been increasing. |n addition, 


Wolverine Energy re-completed two gas wells to identity a Glauconite gas pool and placed the 4D-32-40-13 WAM 


well (68% working interest) on stream. Significant delays were experienced in bringing this gas production on stream 


due to the gas being tied into a third party gas processing plant. 


ALLIANCE/HALKIRK/KILLAM AREA 
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Killam 


The Killam area (100% working interest) provided Wolverine Energy with its 
first full cycle exploration success. The Killam area started as a conceptual 
play that saw the Company purchase the undeveloped acreage, shoot the 
necessary 3D seismic and then drill the first two wells. In the first two wells 
that were drilled, the first one encountered a Glauconitic gas sand and the 
second well tapped an Ostracod oil bearing sand. The 13-4-41-12 WAM 
gas well was placed on production just prior to year end at a rate of 2 
MMcfd. The 15-4-41-12 Wm oil well was followed by three development 
locations before the end of 1997. The Company is currently evaluating the 
project for additional drilling combined with a secondary recovery scheme. 


Leo 


At Leo (100% working interest), VVolverine Energy drilled a development well 
at 10-31-36-17 WAM offsetting its existing 16-31-36-17 WAM well that 
16-31 well. 
operations, a significant amount of drilling mud was lost to the producing for 


encountered a thicker pay section than the During drilling 


mation and severely limited production rates. 


Southern Foothills 
West Ghost River 


In the spring of 1997, Wolverine Energy completed and tested the 2-32-26-8 W5M well in the West Ghost River 
(100% working interest) project area. The well tested at rates ranging from 3 to 10 MMctd at relatively high draw- 
downs. The test did confirm the seismic interpretation that the Company has formulated and that commercial natural 


gas reserves are present. Wolverine Energy plans to drill a horizontal re-entry off of the 2-32 well in early 1998 
to exploit these reserves. 


GHOST RIVER AREA 


Ghost River 


Wolverine Energy increased its working interest in the Ghost River Unit to just over 12.5% in 1997 with 
a minor acquisition. In addition, new reservoir data was gathered and indicated that the remaining 
reserves were substantially higher than was being recognized by the Unit owners. This cleared the way 
for work to begin on horizontal drilling within the Unit to capture new reserves and enhance reservoir 
recovery of the existing reserves. At yearend, the Unit terminated its processing agreement to evaluate 
alternate processing options at a much reduced cost. 


Other Properties 


Beatton River West Unit #1 


P R.8 R.7 OW. 
The Company owns a 4.4819% working interest in the Beatton River West Unit #1, which is currently 
producing 120 BOPD from two wells. O Ges Pool 
It Gas 
Cecil Lake @ Ol 


OD&A 


Wolverine Energy owns a 20% working interest in the 8-13-86-18 VW6M well, which is currently We wandened comes 


producing 15 BOPD. 


Reserves 


Wolverine Energy had a very successful year in 1997 and as a result reserve volumes increased significantly. Proven 


reserves on a BOE basis increased by 175% with proven plus probable reserves increasing by 237%. Wolverine 


Energy replaced its production by over 14 times, thus increasing its reserve index life to almost nine years for proven 


plus probable reserves, based on current production rates. 


AMH Group Lid. has independently evaluated the Company's reserves at January 1, 1998. Wolverine Energy's 


reserves and net present values are detailed in the tables below: 


RESERVE Oil & Liquids Natural Gas Barrels of Oil Equivalent 
VOLUMES MBBLS MMsct MBOE 
Proven Producing 834.8 5) 2), || 1,407.8 
Proven Non-Producing OW. 10,869.4 1,124.0 
Proven Undeveloped 288.3 = 288.3 
Total Proven I eO? 16,598.5 2,820.1 
Probable Additional S75 5,400.0 857-5 
Total Proven plus Probable VAT7-7 21,998.5 3,677.6 


Probable Values were reduced by 50% to account for risk. 


PRESENT VALUES OF ESTIMATED Undiscounted 


Discounted At 10% 


Discounted At 15% 


FUTURE NET REVENUES BEFORE TAX ($000's) ($O00’s) ($000’s) 
Proven Producing 18,234 IZA30 10,864 
Proven Non-Producing 14,913 7 838 6,119 
Proven Undeveloped 2,394 985 585 
Total Proven 35,541 2 233 17,568 
Probable Additional 10,044 4831 3,541 
Total Proven plus Probable 45, 585 26,084 21,109 


Probable Values were reduced by 50% to account for risk. 


The following table summarizes the Dobson Resource Management ltd. Price forecast used by the AMH Group 


lid. for the reserve evaluation. 


FORECAST OF REFERENCE PRICE 


Edmonton Hardisty Alberta Edmonton Edmonton Edmonton 

light | Medium Crude Gas Condensate Propane Butane 

($Cdn/Bbl) ($Cdn/Bbl) ($Cdn/Mef) ($Cdn/Bbl) ($Cdn/Bbl) ($Cdn/Bbl) 

1998 26.23 19.99 173 26.70 16.24 16.86 

1999 27.08 D2 1.93 DY 38 16.47 17.46 

2000 28.04 DD SSS 2.09 28.24 IAs eas 

2001 29.01 DS) 2) 29.14 17.80 18.86 

2002 30.00 JUAN DD | Deo! SOn 18.48 19.56 

RESERVE Oil & Liquids Natural Gas Barrels of Oil Equivalent 
RECONCILATION MBBLS MMscf MBOE 

Proven Probable Total Proven Probable Total Proven Probable Total 

December 31, 1996 905.2 65.0 970.2 1,215.8 = (La 1,026.8 65.0 1,091.8 

Additions & Revisions WOW DISILS) 659.7 [5815.59 5/4000 21721535 1,988.8 7925 2,781.3 

Production S22 = 152.2 432.8 = 432.8 $5.9 = 195.5 


Dec. 31, 1997 NCO SIS WA NOSES O00) AOE AO) by ei 


Management Discussion and Analysis 


The following discussion and analysis is management's opinion of Wolverine Energy's financial and operating results, 
and should be read in conjunction with the financial statements of the Company for the year ended December 31, 
1997 in comparison with the year ended December 31, 1996. 


Badger/Montag-Royce Acquisition 


On February 28th, 1998 Wolverine Energy signed a letter of intent to purchase certain properties from 
( Pinnacle Resources. 


Included is a 100% operated working interest in the Badger property located in Southern Alberta. This field will 
add approximately 120 barrels of oil per day and 1.5 MMscfd of gas production and provides the Company with 
a new core area with signiticant opportunity to develop natural gas and light oil reserves. The Badger field has 


significant upside in the form of development drilling and a waterflood to enhance reservoir recovery. 


In addition, the purchase includes various working interests in the MontagRoyce field in Northeastern British 
Columbia. This area is located very near to the Company's Cecil field. Montag-Royce will immediately contribute 
800Mcid of gas production and adds additional undeveloped acreage with natural gas upside. As the Company 
moves toward its strategy of adding significant gas reserves and production to its portfolio, Northeastern British 


Columbia will receive considerable attention within the business plan. 


This acquisition immediately adds 350 BOEPD of production along with significant opportunity. The effective date 
of the purchase is December 1, 1997 and thus gives Wolverine Energy an exit production rate of 1250 BOEPD 
for 1997. The acquisition is significant to Wolverine Energy's reserve base as it adds 3.4 Bcf of natural gas reserves 
and 300,000 barrels of oil reserves at an average cost of just over $4.50 per BOE. 


Results of Operations 


Sarah Bowder 


The year ended December 31, 1997, marked a year of continuous growth in production, cash flow and earnings. 
Operations Manager 


& Corporate Secretary Net income for 1997 rose to $279,579 as compared to $120,867 for 1996. Cash flow from operations was 
$1,170,348 ($.11 per share) increasing by 303% from $290,512 ($.09 per share) in 1996. 


OPERATING RESULTS 1997 Total 1996 Total 
Production per BOE 536 227 
Production per BOE, including Badger/Montag Sse 591 Dip 
Total oil and gas sales = $ 3,938,848 $ 1,507,018 
Other Income == AP 812 38,243 
Total Revenue He 3,980,600 1,545,261 
Royalties (net of ARTC) = 1929, 559): (142,589) 
Operating Expenses (1,348,238) (625,134) 
Net operating income $2 2,863 8 T77, 538 

Per BOE $1075 $ 9.38 
General & Admin. Expense (766,279) 444 642 
large Corporation Tax 2 16,638) = 
Interest Expense = (159,598) 42,384 
Cash Flow $ 1,170,348 $ 290,512 

Per BOE $ 5.98 Sisal 
DD&A (628,407) 169,645 
Deferred Income Tax (262,362) = 
Net Earnings =$ 279579 $ 120,867 


Total oil and gas sales for 1997 amounted to $3,938,848 as compared to $1,507,018 for 1996. Average daily 
oil and liquids production was 392 Bbls/d in 1997 derived from all oil producing properties in Alberta and British 
Columbia. Oil and liquid prices averaged $21.06 per barrel in 1997 down from $25.56 per barrel in 1996. 
Average daily gas production was 1,440 Mct/d in 1997 mainly from the Ghost River Gas Unit. Two additional 
gas wells were brought on production in the Halkirk/Killam area in the latter part of the year and contributed addi- 
tional volumes to the exit production rate. Gas prices averaged $2.04 per Mcf for the year ended December 31, 
1997 versus $1.86 per Mcf in 1996. 


Royalties for 1997 were $529,559 and are comprised of crown royalty ($269, 160) and freehold and overriding 
royalties ($260,399), net of Alberta Royalty Tax Credit (‘ARTC’) ($159,752). ARTC is a sliding scale cash rebate 
received from the Province of Alberta. The ARTC rate is dependent upon, and varies inversely to, the price of oil 
and gas, averaging 37% of eligible Alberta crown royalty paid for 1997. 


Operating costs for 1997 were $1,348,238 ($6.89 per BOE) compared to $625,134 ($7.54 per BOE) for 
1996. This reduction in operating costs reflects the diligent efforts of our Operations personnel to control costs and 


also to remove fixed costs from our operations. 


General and Administrative Expenses 


GENERAL AND 1997 1996 
ADMINISTRATIVE EXPENSES ($) ($) 
Total G & A costs $ 859,109 $ 488,155 
Total capitalized G & A (92,830) {43 Sis) 
G&A Costs (Net) $ 766,279 $ 444,642 
G &A Costs per BOE $ 3.92 $ Spo 


General and administrative costs for 1997 increased to $766,279 compared to $444,642 in 1996. Higher pro- 
duction volumes caused G&A costs on a per unit of production basis to decrease by 27% from $5.37 per BOE in 
1996 to $3.92 per BOE in 1997. The Company expects G&A costs per unit to continue declining in 1998. 


The additional costs in 1997 reflect the growth and increased activity within the company. In 1997, Wolverine 
Energy increased its staff to 10 people as the Company continued expanding its base of operations. In addition, 
Wolverine Energy has positioned itself for the next growth phase that the Company has embarked upon which will 


include full cycle exploration and new technologies for finding and producing oil and gas. 


Interest Expense 


: ae Interest expense increased to $159,598 in 1997 due to the use of the Company's revolving production loan facil- 
enny Flath 


Gankolles ity for financing portions of the capital program throughout the year. 


INTEREST EXPENSE 1997 1996 
Interest Expense $ 159,598 $ 42384 
Per BOE $ 0.82 $ 0.51 


Depletion and Depreciation 


Depletion and depreciation expense increased to $628,407 in 1997 from $169,645 in 1996, reflecting 


increased production, an extensive capital program, and higher finding and development costs. 


DEPLETION AND 1997 1996 
DEPRECIATION ($) ($) 
Depletion and depreciation $ 555,479 % 158.828 
Provision for reclamation 72,928 16,322 
Total depletion and depreciation <= 9 628 A07” $ 169,645 
Average per BOE Se $ BOS) 


Deferred Income Taxes 


The Company paid no income taxes during 1997, however qualified for Large Corporation Tax of $6,638. 
A provision for deferred income taxes of $262,362 for 1997 has been included in the financial statements for the 


year. While Wolverine Energy expects to record deferred income taxes on earnings in future periods, the Company 


does not anticipate any significant current income tax liabilities. 


DEFERRED INCOME TAXES 


Canadian oil and gas property expense 
Canadian development expense 
Canadian exploration expense 

Other 


Income tax pools 


The tax pools for CEE reflect the flow-through share issue of $3,443,760 on December 27, 1996, renounced 


December 31, 1997. 


1997 


$ 3,394,000 
5,932,000 
6,240 


3,182,000 
$12,514,240 


Capital Expenditures 


While Wolverine Energy's capital expenditure program for 1996 targeted the acquisition of producing properties, 
the 1997 capital program shifted to developing these properties and exploring on the surrounding acreage. 
Wolverine Energy entered into full cycle exploration in 1997 spending $832,671 on undeveloped land with 
another $624,361 spent on seismic acquisition and data. The Company drilled 5 exploratory wells in 1997 
for $3,133,258. 


Property acquisitions totaled $1,627,727 in 1997, while development drilling accounted for $5,992,427 as 
Wolverine Energy drilled 17 development wells. 


CAPITAL 1997 1996 
EXPENDITURES ($) ($) 
Property Acquisitions SIO ear, $3847, 497, 
Land 832,671 O 
Seismic 624,361 739 
Exploration Drilling Bi138)258 1,615,958 
Development Drilling Eh ih DOD) M27 858 373 
Well Equipment and Facilities 178.060: : 61,247 
Flow-through Share Issue It uy (WS327473) 
Total Capital Expenditures $ 12,288,504 SS Al SS Cll 


The Company has tax affected the fixed assets purchased with the flow-through share funds from 1996. 


Finding and Onstream Costs, and Recycle Ratio 


During 1997, the Company added approximately 660,000 barrels of oil and liquids and another 21.2 Bcf of 
natural gas. Finding and onstream costs for proven reserve additions was $6.18 per BOE in 1997 as compared 
to $4.24 per BOE in 1996. This increase reflects Wolverine Energy's move towards full cycle exploration as the 
Company began to inventory undeveloped land and seismic data. The Company's cumulative finding and on 
stream costs since inception two years ago is $5.52 per BOE for proven reserves and $4.30 per BOE for proven 
and probable reserves. These costs are well below industry average and include an estimate of the future costs to 
develop proven undeveloped reserves. 


Wolverine Energy's recycle ratio, which provides a measure of the Company's ability to generate reinvestment 
capital, increased to 1.4 in 1997 from 0.9 in 1996. This ratio is calculated by dividing the cash flow netback by 


finding and on stream costs for proven and probable reserves. 


Two Year 
FINDING & ONSTREAM COSTS 1997 1996 Accumulative 
Capital Expenditures $ 12,288 504 § ASS, sv] $ 16,639 845 
Reserve Additions (BOE) 
Proven, including revisions 1,988,800 1,026,800 FOL SCO 
Proven plus Probable, including revisions 2,781,300 1,091,800 3,873,900 
Finding and Onstream Costs ($/Boe) 
Proven $ 6.18 $ 4.24 $ SoZ 
Proven plus Probable $ 442 $ 3.99 $ 4.30 


Liquidity and Capital Resources 


At December 31, 1997, Wolverine had long-term debt of $4,237,266. The current revolving production loan facil 
ity is $6,000,000 until April 30, 1998, at which time the bank will complete its annual review of the borrowing 


base. Wolverine Energy is directing 1998 capital spending to developing existing core areas and possible acquisitions. 


Alan Blackie 


Exploration Manager 


In December 1997, shareholders exercised 1,053,800 share purchase options that had a strike price of $1.10 
per warrant. The exercise of these warrants resulted in net proceeds of $1,159,180 to the Company. The remaining 


1,166,200 share purchase warrants that were not exercised expired. 


Business Risks 


The oil and gas industry has inherent risks, many of which are beyond management's control. These risks include 
commodity prices, exploration success, production risk, interest rates, government regulation, environmental and safety 
concerns. The success in managing those risks is central in determining a company’s success or failure. Wolverine 
minimizes these business risks by employing highly skilled employees whose job is to focus on handling each aspect 
of the business with their individual expertise while moving forward into 1998, and aspiring to a strong financial 


position with a more conservative approach to debt financing. 


Year 2000 


As expected, the Year 2000 has created immediate concern throughout the business sector. While inherent risks 
exist, the Management of Wolverine Energy is acutely aware of the Year 2000 situation and is monitoring the 


progress of all supporting and operating systems compliance. 


With the current system substructure the Company has in place, immediate need for concern is low but as the 
Corporation expands, all additional systems will be evaluated in their ability to deal with the Year 2000 problems. 
While Wolverine Energy will ensure that all support and operating systems will comply with Year 2000 risks, the 
Company will develop the necessary contingency plans required to prevent any business interruption. 


Auditors’ Report 
To the Shareholders of Wolverine Energy Corp. 


We have audited the balance sheets of Wolverine Energy Corp. as at December 31, 1997 and 1996 and the 
statements of operations and retained earnings and changes in financial position for the years then ended. These 
financial statements are the responsibility of the Corporation's management. Our responsibility is to express an opin- 


ion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require that 
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made 


by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial position of the 
Corporation as at December 31, 1997 and 1996 and the results of its operations and the changes in its financial 


position for the years then ended in accordance with generally accepted accounting principles. 


Chartered Accountants Calgary, Alberta. February 20, 1998 [except for Note 2 which is as of February 28, 1998) 


Balance Sheet 


December 31, 1997 


Year Ended 
December 31, 1997 


Year Ended 
December 31, 1996 


Assets 
Current assets 
Cash 
Accounts receivable 
Other assets 


Capital assets, net (Note 4] 
Deferred income taxes 


Liabilities 
Current liabilities 
Accounts payable and accrued liabilities 
Reclamation costs 
Long-term debt (Note 5) 


Shareholders’ Equity 


Share capital (Note 6] 
Special warrants (Note 7) 
Retained earnings 


Commitments (Note 9) 


Approved 
by the Board Director _/ ya Director 


Sh = $ 2,109,388 
605,578 525,742 

50 75 26,268 
665,329 2,661,398 
14,692,902 2,959,877 
114,042 308,470 
C54 73 Eo 75 
C9 500 & | 395.012 
89,250 16,322 
4,237,266 = 
5,821,212 4,453,564 
2,451,000 = 
344 426 64 847 

8 616,638 4,518,411 
$15,472,978 8 5929 as 


Statement of Operations and Retained Earnings 


Year ended December 31,1997 


Year Ended 
December 31, 1997 


Year Ended 
December 31, 1996 


Revenue 


Oil and gas production 
Royalties, net of ARTC 
Other income 


Expenses 


Operating expenses 

General and administrative 

Depletion, depreciation and reclamation 
Interest 


Income before taxes 


Provision for taxX€s (Note 8) 


Net income for the year 


Retained earnings (deficit), 
beginning of the year 


Retained earnings, end of the year 
Earnings per Common Share 


Fully diluted earnings per share 


$ 3,938,848 $ 1,507,018 
(529 559) (142,589) 
41,812 38,243 
3,451,101 1,402,672 
1,348,238 625,134 
766,279 444,642 
628,407 169,645 

| 159/598 42,384 
2.902522 1,281,805 
548 579 120,867 
269,000 = 
279,579 120,867 
64,847 (56,020) 

$ 344,426 $ 64,847 

$ 0.03 $ 0.04 

$ 0.02 $ 0.02 


Statement of Changes in Financial Position 


Year ended December 31, 1997 


Cash provided by operating activities 


Net income for the year 

Add: 
Depletion, depreciation and reclamation 
Deferred taxes 


Funds from operations 
Change in non-cash working capital 


Cash used in investing activities 


Purchase of capital assets 


Cash provided by (used in) 
financing activities 


Proceeds from line of credit 
Proceeds from long-term debt 
Proceeds from issuing shares, net of issue costs 
Proceeds from exercise of options 
Proceeds from issuing Special Warrants, 

net of issue costs 
Repayment of line of credit 


(Decrease) increase in cash 
Cash position, beginning of the year 


Cash position, end of the year 


Year Ended 


December 31, 1997 


Year Ended 


December 31, 1996 


yD) $ 120,867 
628 407 169,645 
262,362 = 
1,170,348 290,512 
1,020,788 842,624 
OATS ss; Ihsxe 
(12,288,504) (4,351,341) 
= 1,000,000 
4,237,266 = 
1,222,464 4,830,681 
127,000 20,500 
2,401,250 397,400 
= (1,000,000) 
7,987,980 5,248,581 
(2,109,388) 2,030,376 
2,109,388 79,012 
a $ 2,109,388 


mn 


Notes to Financial Statements 


It 


Incorporation/nature of business 


The Corporation was incorporated under the Alberta Business Corporations Act on March 28, 1995 and 
changed its name to Wolverine Energy Corp. on May 9, 1995. Until March 11, 1996, it was classified as 
a Junior Capital Pool corporation as defined in the Alberta Securities Commission Policy 4.11. 


Subsequent event 


On February 28, 1998, the Corporation entered into a letter of intent to acquire certain oil and gas properties 
for approximately $2,900,000. Closing is subject to completion of due diligence and a final agreement of 
purchase and sale with the vendor and additional financing to the Corporation. 


Accounting policies 


Oil and gas properties 


The Corporation follows the full cost method of accounting for oil and gas properties. Under this method, land 
acquisition, geological, geophysical and drilling costs, whether productive or not, and carrying charges on 
non-producing properties are capitalized on a country by country basis and are depleted using the unit of pro- 
duction method based upon proved reserves in each producing country. Proved reserves are established for 
oil and gas and both production and reserves are converted fo a common unit of measure based on relative 
heating value. Lease and well equipment, gas plant and related facilities are depleted using the unit of 
production method. A provision is made for future abandonment and site restoration costs on a unit of pro- 
duction basis and the charge is recorded as part of depletion and depreciation. Proceeds on disposition of oil 
and natural gas properties reduce the full cost pool, except in cases of disposition of a significant portion of 
reserves in which case gains or losses are reflected in the statement of earnings. 


The net book value of capitalized costs, net of related deferred income taxes, if any, and accrued site restora- 
tion costs, is limited by a “ceiling test’ amount. This amount is the sum of future net revenues from proved 
reserves at year end prices and costs, plus the lower of cost and estimated fair market value of unproved prop- 
erties, less future financing, administrative, site restoration and income tax expenses. In calculating the above 
cost centre ceiling test, prices of $2.01 Cdn. per mcf of gas and $19.36 Cdn. per barrel of oil were used. 


Depreciation 


Depreciation on furniture, fixtures and office equipment is calculated on the declining balance basis at 20% per 
annum with one half a years depreciation taken in the year of acquisition. 


Joint venture 


Certain of the Corporation's activities are carried out in joint ventures consequently, only the Corporation's propor 
ionate interest in these are reflected in the financial statements. 


Capital assets ) | 


Capital assets consist of: 


December 31, 1997 December 31, 1996 

Accumulnied 
depletion & Net book Net book 
Cost depreciation value value 
Oil and gas properties §-) 5-181 396-—= $ (645,320) $ 14,536,076 $ 2,831,099 
Office furniture & equipment 939 5Of= = (75,741) 156,826 128,778 
$ 15,413,963 $ (721,061) — $ 14,492,902 $9059 677 


Oil and gas properties include capitalized administrative costs of $92,830 in 1997 and $43,513 in 1996 and 
were reduced by the deferred income tax effect on flow-through shares of $1,532,473 in 1996. 


Long-term debt 


The Corporation has a Revolving Production Loan Facility for $6,000,000 secured by a General Security Agreement 
on the Corporation's assets and a Demand Debenture of $20,000,000 constituting a fixed charge on certain oil 
and gas properties and assets. Interest is at 1/2% above the prime rate. The facility will be in place until its review 
date of April 30, 1998 and specifies no fixed repayment terms provided that certain covenants related to the 
facility are met. 


Share capital 


(a) Authorized 


i) Unlimited number of preferred shares. Shares may be issued in one or more series and the Directors are autho- 
rized to fix the number of shares in each series and to determine the designation, right, privileges and conditions 
attached to the shares of each series. 


ii) Unlimited Common Shares, without par value. 


(b) Common Shares Issued and Outstanding 


Number of shares Dollars 
Balance, December 31, 1995 3,250,000 $ 428,987 
For cash on exercise of options 102,500 20,500 
On exercise of Special Warrants 794,800 397,400 
For services rendered 29,600 11,100 
For cash, net of deferred income taxes 
$1,532,473 on Flow+through shares 6,046,400 3,909,287 
Less: Share issue costs of $622,179, 
net of deferred income taxes of $308,469 (313,710) 
Balance, December 31, 1996 1O2237 300) 4 453,564 
Exercise of options 369,500 ] 27,000 
Exercise of share purchase and agents warrants 1,169,186 I) 2661027 
less: Issue costs of $40,563, net of deferred taxes of $18,184 (22,379) 
Balance, December 31, 1997 11,761,986 oy SO OND 


The weighted average common shares outstanding were 10,494,575 in 1997 and 3,343,447 in 1996. 


c) Common Shares and Share Purchase Warrants 


Pursuant to a prospectus offering in 1996, 2,220,000 Units, each Unit consisting of one Common Share and one 
Share Purchase Warrant, and 3,826,400 Flow-through Common Shares were issued for $0.90 per Unit or per 


Flow-Through Common Share. 


Each Share Purchase Warrant included in the Unit entitled the holder to subscribe for one Common Share for twelve 
months from December 31, 1996 at $1.10 per Common Share. Of the 2,220,000 Share Purchase Warrants, 
1,053,800 were exercised in 1997 for proceeds of $1,159,180 and the remaining 1,166,200 expired on 
December 31, 1997. 


Pursuant to an Agency Agreement the Agent received warrants to purchase 604,640 Common Shares, exercisable 
at $0.90 per Common Share for a period of 18 months from December 31, 1996. During 1997, the agent exer 
cised its rights on 115,386 warrants for $103,847 and 489,254 of these warrants remain outstanding. 


(d) Share Options 


The Corporation has established a stock option plan for its Directors and employees. As at December 31, 1997, 
the details of the outstanding options are as follows: 


Date of grant Exercise Date of 
Number price expiry 
May 1995 | 20,000 $ 0.20 May 2001 
June 1996 62,500 0.40 June 2001 
January 1997 520,000 0.77 January 2002 
June 1997 35,000 Ie) June 2002 

(e) Other 


In 1996, 29,600 Common Shares, 9,333 to a director and 20,267 to an officer were issued at a stated value 
of $0.375 each as setilement for services rendered to the Corporation. 
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Special Warrants 


During 1997, the Corporation sold 2,018,200 Special Warrants at $1.25 per warrant by way of private place- 
ment agreements for gross proceeds of $2,522,750 reduced by issue costs of $121,500, net of deferred taxes 
of $49,750. 


Each Special Warrant entitles the holder to one Common Share of the Corporation, at no additional cost. With 
respect to 1,320,000 of the Special Warrants, if the Corporation does not obtain receipt for a final prospectus 
qualifying the related shares by April 30, 1998, the holder is entitled to 1.1 common shares per warrant. All 
warrants expire on October 21, 1998 and will be deemed to have been exercised at that time. 


Pursuant to an Agency Agreement dated October 15, 1997, the agents for the private placement received a com- 
mission of 6% and options to purchase 132,000 common shares at $1.25 per share, expiring on April 15, 1999. 


During 1996, the Corporation sold 794,800 Special Warrants at $0.50 per warrant by way of private placement 
agreements which were exchanged for common shares on December 27, 1996 when the related shares were 
qualified by a prospectus. 


Income taxes 


The following is a reconciliation of the actual income tax provision with the provision that would be expected at 
statutory rates: 


Year ended December 31 


1997 1996 
et earnings before income taxes § 548,579 iN $ 120,867 
Expected income taxes at the statutory rate of 44.6% (1995 - 44.5%) i 244,776 53,800 
Loss carryforward from 1995 uh (34,300) 
Resource allowance (146,748) (45,900) 
Depletion on assets with no related tax base 43,850 " 
Large Corporations Tax 6,638 = 
Non-deductibles hoe i mie mf 
Crown royalties, net Wissen! 19,000 
Other items 922 7 400 
ncome tax provision $ 269,000 $ - 


Y) 
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Commitments and contingency 


Future minimum lease payments under operating leases for office space, vehicles and computer equipment are as follows: 


1998 $ 207,004 2000 $ 182,589 
1999 $ 206,080 2001 $ 172,092 
2002 ey Glo 


A portion of these costs are recoverable from a sub-lessee. 


Related party transactions 


Certain transactions in 1996 were financed, in part, by borrowings from certain directors totalling $415,500 which 
were repaid with funds from the bank loan facility in that year. 


Financial instruments 


The Company's financial instruments that are included in the balance sheet are comprised of cash, bank debt, 
accounts receivable, and all current liabilities. 


(a) Fair values of financial assets and liabilities 


The fair values of financial instruments that are included in the balance sheet approximate their carrying amount 
due to the shortterm maturity of those instruments. 


(b) Credit risk 


Virtually all of the Company's accounts receivable are with customers in the oil and gas industry and are 
subject to normal industry credit risks. 


(c) Interest rate risk 


At December 31, 1997, the increase or decrease in interest expense for each one percent change in 
interest rate on the floating rate debt at December 31, 1997 amounts to $42,373. 


) 
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